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Real gross domestic product (GDP)

Eco nomic growth contin ued at astrong pace in 1999. Real
GDPincreased by 4.2 per cent over theyear. For thefourthyear in
arow, it ex ceeded the 4 per cent mark. Not since the 1960s has
suchaconsecutivestringoccurred. InFebruary 2000, theex pan
sion reached 107 months, mak ing it thelon gest onre cord.

Growth ac cel er atedinthefourth quar ter of 1999toarapid
5.8 percent annud rate, based on preliminary estimates.
Strengthinthat quar ter reflected an other largead vanceincon
sumer spending, continuedincreasesininventory invest ment
andaccel erationinFederal Gov ernment spending. Extrapur
chases and inventory building in anticipationof year 2000
(Y2K) disruptions may have boosted results slightly. How-
ever, theim pact on real growth be cause of Y 2K con cernsap
pearsto befairly small.

Thegrow ingfor eigntradedefi cit continuedto drag onthe
econ omy in the fourth quar ter of 1999, sub tract ing 0.7 per

cent agepoint fromreal growth. Thisdecreasewasthesameas
in the third quar ter but less than the drag in the first half of

1999. Growth in business investment slowed in the fourth

quarter becauseof continueddeclinesininvestment in struc-
tures and a smaller in creasein pur chases of equip ment and

software.
Thenationa accountsmeasuresof inflationaccel er atedin

thefourthquar ter. The GDP pricein dex moved up at a2.0 per
centannual ratecom paredwith 1.1 per centinthethird quar ter.

Thecorerate, ex cludingfoodandenergy, showedasimilar ac
celeration. Over al of 1999, however, price growth was a
moderate 1.6 percent.
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Inflation

Theinflationrateincreasedalittlelast year fromthemod est

paceof theprior 2years. Theaccel er ationresultedfromaturn-
aroundintheenergy area. Coreinflation, ex cludingfood and

en ergy, owed in 1999. Wage pres sures were held down by
strong productivity gains.
Consumer pricesroseby 2.7 per cent, fol lowinganincrease

of 1.6 per centin 1998. Af ter declining by 15 per centin 1998,
prices jumped by a most 30 per cent for petroleum-based en-

ergy prod uctsin 1999. Core con sumer priceinflation slowed

by one-haf per cent age point to 1.9 per cent. That was the
small est yearly in crease since 1965. Food prices also rose by

1.9 per cent.

Thepat tern of pro ducer pricesfor finished goodsmir rored
developments at the con sumer level. The prices of fin ished
goodsremained un changedin 1998 but grew 3.0 per cent last

year. Coreinflation eased from 2.5 per centin 1998 to 1.9 per-
centin1999. Thisslow downwasoft set by aturnaroundinen

ergy prices. After declining by almost 12 percent in 1998,

energy prices rose by more than 18 percent in 1999. Core
pricesfor crudeandinter medi ategoodsin creased, fol lowing

declinesin1998.

Hourly compensation in the nonfarm business sector in-
creasedby 4.4per centduring1999. That representedasignif
cant slowdown from 5.3 percent during all of 1998.
Productiv ity grew by ahealthy 3.3 per cent during 1999. This
off set much of therisein hourly compensationandlimitedthe
increaseinunitlabor coststo 1.1 per cent. That wasa 1.0 per-
centagepointreduction in growth from the previ ous 2 years.
Theemploy mentcostindexfortotal compensation(aseparate
com pensationmeasurecom puted by theBureau of Labor Sta
tistics) roseby 3.4 per cent for the 12 month periodendingin
Decem ber. Thiswasthe sameasin 1998.
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Producer Prices - Finished Goods
(Percent change from ayear earlier)
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Employment and unemployment
Atthebeginningof thefirst quar ter 2000, labor mar ketsre-
mained buoy ant. Job growth was strong and the un em ploy-
ment rate de clined to anew 30-year low. How ever, ev i dence
of wage pres surewas scant.
Growth of nonfarm payroll employ mentincreasedinlate

1999 and re mained strong into 2000. Job in creasesav er aged
286,000 amonth dur ing the fourth quar ter. Thiswassig nif i-
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cantly faster than the 207,000 av er aged dur ing thefirst three
quar tersof 1999. InJanuary, em ploy ment soared by 387,000.
In part, a surge in constructionjobsonaseasonally adjusted
basisresultingfrommildwinter weather contributed to these
gains. Employ mentinmanufacturingandminingroseaf ter de-
clines beginning in early 1998. Jobs in the private ser -
vice-producing sector continuetoex pandrapidly.
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Theunemploy ment rateeasedto4.0per centinJanuary and
wasthelow est sincethebegin ning of 1970, when unem ploy-
ment stood at 3.9 per cent. Theshare of thework ing-agepop u-
lation em ployed reached are cord-breaking 64.8 percent in
January 2000. According to these indicators, the economy
continuestooper ateat avery highlevel of labor uti li zation.

Wagegainsinnomi nal termshavere mained sur prisingly
low. Al thoughav er agehourly earningsof productionwork ers

and other nonsupervisory work ersrose by afairly strong 0.4

Real disposable personal income
and consumer spending

Per sonal incomeroseby 7.2 per centinnomi nal termsinthe
fourth quar ter of 1999. Anincreaseinfarmsub s diesandare

boundinrental incomeaf ter |lossescaused by Hur ri caneFloyd
in the third quar ter boosted thisrise. Dur ing all of 1999, per-
sonal incomein creased by 5.8 per centinnomi nal terms, sim i
lar to 1998 sgrowth. Increasesinwagesand sal ariesslowedto
about 6 per centduring 1999from 7 per cent during 1998. How-
ever,incomefromdividendsandinter estwasstrongerin1999.
In real terms, disposable(after-tax) personal incomeroseby
3.7 per cent dur ing 1999. That wasdown fromjust above4 per-
cent dur ing each of the pre vi ous 2 years. The slow down re-
flected higher inflationresulting from last year’ sjump in oil
prices.

Real con sumer spendi ng roseat a5.3 per centannual ratein
the fourth quar ter of 1999 and by 5.4 per cent for the whole
year. In 1999, large spending increasesoc curredfor discre-

tionary items such as furnitureand appliances, recreational
servicesandclothing. InJanuary, recordlev elsof con sumer

confi dence sug gest that the out look for fur ther gainsin cort
sumer spendingremainsrosy.

Thegreater increaseinspendingthanindisposableincome
pulled the per sonal savingratedownfur ther. It droppedfrom
2.1 per cent inthe third quar ter of 1999 to 1.9 per cent in the
fourth quar ter. Thiswasthelow est fig ureinthehistory of the
series, which datesback to 1959. Thesav ing ratehasdeclined
steadily from arecent high of 8.7 per centin 1992. Thiswaspri
mar ily becauseof thegrow ing “wealth ef fect” resulting from
theriseinthe stock mar ket. In creasesin as set val uesare not
counted as income in the national income and product ac-
counts, fromwhichthecal culationof savingisderived. None
theless,increasesinassetval uescontributetothewill ingness
of consumers to spend.

Industrial production
and capacity utilization

Industrial productionin manufacturing, miningandutilities
rose by 4.7 per cent over the 12 months of 1999. This growth
nearly doubled the tepid 2.5 percent gain recorded during

per centto$13.50inJanuary, earningshavead vanced by only
3.5 per cent over thepast 12 months. Thisrepresentsaslow ing
from the 12-month growth of nearly 4-1/2 percent in early
1998, whichwasan unusual devel opmentinaperiod of tight
labor mar kets. Earningsrose by about 1 per centinreal terms
over the past year. Thisrise ex tended the posi tive read ings of
the past 5 yearsfor the stron gest per for mance since the early

1970s.

1998. Accd erationin1999reflectedahigher level of activity
inthemanufacturingsector, whichturnedinarel atively weak
per for mancethe previ ousyear. It alsoreflectedaminingin
dustry turn around from the sharply cur tailed out put in 1998.

Themomentumin 1999 car riedinto 2000. Total industrial

out put surged by 1.0 per centinJanuary. Manufac turing pre
ductionac countsfor al most 89 per cent of total industria out

put. It grew by 0.9 percent in January, building on the 4.9
per cent risein1999. Thestrong Jan u ary ad vancestemmed pri

mar ily from thedu rable goodspro ducing sec tor wherelarge
gainswererecorded inthemotor vehi clesand partsand high

techindustries. Productionintheminingindustryincreasedby
1.0percentinJdanuary, reflectingtheongoingrecov eryinoil

and gasex traction. In Febru ary 1999, oil and gasex traction
bot tomed out af ter ayear of sharp de clinesbrought on by falk

ingoil prices. Sincethen, out putinthat in dustry hasin creased
by 6.9 per cent.

Substantial productiongainscombinedwiths ower capacity
buildingcontinuedtolifttheindustrial capacity utili zationrate
at thebeginning of 2000. Thisratein creased by 0.5 per cent age
pointinJanuaryto81.6 per cent, thehighestlevel sinceAugust
1998. Consequently, thecapacity uti li zationrateisnow just
2.8 per cent agepointsbelow itscy clehigh of 84.4 per centand
only one-haf point below its long-term average of 82.1
percent.

Nonfarm productivity and unit labor costs

Nonfarm business productivity (real output per hour
worked) surged at a 5.0 per cent an nua rate in both the third
and fourth quar tersof 1999. Duringall of 1999, productiv ity
advanced by 3.3 per cent (measured fourth quar ter to fourth
quarter), its strongest increase since 1992. More important
than asin gleyearly read ing, how ever, isthe fact that growth
over thepast 4 yearsav er aged arapid 2.8 per cent an nual rate.
Thisisnearly doublethe 1.5 per cent paceav er aged from 1973
to 1995.

Hourly compensation costs in the nonfarmbusi nesssector
rose by 4.4 per cent dur ing 1999, down froma5.3 per centin
creaseduring 1998. Thelargegainin productiv ity off set most
of theriseinthecost of compen satinglabor. Asaresult, labor
costs per unit of out put rose by only 1.1 per cent dur ing 1999.



This represented a slowing of approxi mately 1 percentage
point from growth of about 2 per cent an nu aly dur ing the pre-
vious 2 years and was an important factor in restraining
inflation.

Productivityinthemanufacturingsector alsohadabanner
yearin1999. Factory out put per hour soared at a10.7 per cent
annual ratein thefourth quar ter, bringing thein creasefor the
entireyear to 6.9 percent. Thiswasthe stron gest an nual per-

for manceinthe41-year history of theseries. Hourly com 8en—
sationcostsinmanufacturingrose by 5.1 per cent during 1999,

but the increasewasmorethan off set by rising productiv ity.

Asaresult, unit labor costsin this sec tor fell by 1.7 per cent
dur ing 1999. Thisex tended a6-year declining trend that has

reduced factory unitlabor costsby atotal of 8.0 per cent.

Current account balance

ThecurrentaccountsummarizesU.S.inter national transac-
tions, measur ingtradein goodsand ser vicesaswell asthenet

flow of investmentincomeandnetuni lateral currenttransfers.
Ex cept for asur plus of $4.3 bil lion in 1991, the cur rent ac-
count hasbeenindef i cital most continuously sincetheearly
1980s. Since 1991, the deficit widened substantially. It
reached a record high in the first three quar ters of 1999 of
$319.3bil lionatanannudl rate. That represented a3.5 per cent
share of GDRan all-time high.

Over the past sev erd years, U.S. eco nomic growth hasout -
paced that of our majortrading part ners, causingim portsto
grow muchmorerapidly thanex ports. Thesharpap preci ation
of thedol lar from 1995t0 1997 wid ened thetradegap fur ther.
Deteri orationinthecur rentaccountbal ancehaspri marily re-
flected adeep ening of the def i cit on tradein goods, which
swelled to $368.6 bil lion at an an nual rateinthethird quar ter
of 1999.1n1999, higher pricesforim portedoil contributedto
that deterioration. In addi tion, aposi tivebal anceoninvest-
mentincomeshiftedtoanegativeastheinflow of capi tal into
theUnited Statesboosted pay mentsof earningsandinter estto
foreigners. The total cur rent ac count def i cit was $359.8 bil-
lionat anan nua ratein thethird quar ter.
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Thecurrentaccountdefi citismatched by off settingtransac
tionsinthefi nancial and capi tal accounts, plusastatisti cal dis
crepancy. Inthirdquar ter 1999, thefi nancial accountrecorded
anet inflow of $422.7 bil lion at an an nual rate. Thiswas be-
causefi nancial inflowsfor for eign-ownedassetsintheUnited
Statesfar ex ceededfi nancial out flowsfor U.S.-owned assets
abroad. Net capi tal ac count transactionswere $0.7 bil lion at
an annual rate, and the statistical discrepancy was -$63.6
billion.

Exchange rate of the dollar

Theex changerate of thedol lar against abroadindex of cur
renciesof important U.S. trading part nerswasfairly steady in
1999 and early 2000. Thissteady per for mance contrastswith
1998. In Au gust 1998, the value of thedoal lar spiked be cause
of global fi nan cial un cer tainty and then dropped back sharply
oncethecri sishad passed. Until that cri sis, thedol lar had con
sistently appreciated against the broad index of important
trading part nerssince 1995.

Theex changerateof thedol |ar againstamorenar row range
of currenciesof major U.S. tradingpartnersfol lowedasimilar
pat tern asthe broad trade-weighted in dex but was somewhat
morevol atile. Thesecur ren ciescon sist of theeuro plusthose
of other major part nerssuch as Can ada, Japan and the United
Kingdom. Thedol lar appreci atedagainstthemajor currencies
index by al most 5per centfromJanuary 1999 until July. Then
it dropped about 4-1/2 per cent through Oc to ber before mow
ing back up 3.4 per cent by themid dleof February.

Therel atively flat per for manceof thedol larin 1999 against
theaggregateindex of major cur renciesmaskeddi ver gent pat
ternsamongindi vidual currencies. Thedol lar appreci ated by
more than 14 percent from January 1999 to January 2000
against the euro, but de preci ated against theyen. Sinceits
most recent peak in August 1998, theex changerateof thedol
lar against the yen fell by more than 27 per cent through Jan
ary 2000. Theyen hasstrength ened amid ex pectationsthat a
recovery in the Japaneseeconomyisimmi nent. Inaddition,
strong foreign inter estin Jap aneseeq ui tieshel ped aug ment
theyen'srise.

Interest rates

TheFederal Reserveincreasedshort-terminter estratesthree
timesin 1999. Thisre versed the eas ing moves madein 1998
duringtheperiodof global fi nancial tur moil. InFebruary 2000,
the Fed eral Re servein creased short-term rates by an other 25
basispoints. It cited con cernsthat acontin ued trend of faster
growth in economic demand compared to potential supply
could fosterinflationaryimbal ances. Thelat est movebrought
thefed eral fundstar get rate (the ratethat banks charge onean
other for overnight borrowing) to 5.75 percent, 100 bass
points(1per centage point) higher than its level in February
1999. The discount rate (theratethe Fed eral Re serve charges

banksfor short-term funds) wasraised to 5.25 per cent, 75basis
points (3/4 per cent age point) higher than ayear ear lier. The
market inter est ratefor the3-month Treasury bill, usually cen
tered around the dis count rate level, was about 5.5 per cent in
earlyFebruary.

Through 1999, rates on long-term Treasury securities in-
creased as economic growth continued to expand at a rapid
pace. Thein ter est rate on the 10-year Treasury noterosefrom
about 4.7 per cent at theend of 1998to al most 6.3 per cent at the
end of 1999. Therateonthebench mark 30-year Treasury bond
rosefrom 5.1 per centin De cem ber 199810 6.4 per centin De
cem ber 1999. In early 2000, yields, which movein versely to
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bond prices, de clined asthe price of the se curi tiesrose. This
was true es pe cialy for the 30-year bond. The higher prices

largely reflected Treasury’s scaling back of new long-term
debt issuanceand an nounce ment of fu ture buybacksbecause

of grow ingbud get sur pluses.

Short-term Interest Rates

Mort gage rates also in creased through 1999 and into 2000.
Theinter estrateonaconventional 30-year fixedrateloanrose

from 6.8 percent in January 1999 to 8.2 percentinJanuary
2000. Risingmortgageinter est ratesreduced housingactivity

over 1999, but the mar ket re mained firm head ing into 2000.

Long-term Interest Rates
(Percent)

7.0

6.5 1
6.0 15
5.5 1

5.0 1

4.5 1

1997 ! 1998 1999 12000

(Percent)
6.0
5.5 V\IJ\/V\A“\NLA\/\)V\AA’W\ «—ro
50 -;J- ! \:f\'.""l:' ——
4.5 4 Discountrate I: y
4.0 1 3-month Treasury bills ':I.'I
> 19071 | |
1997 1998 1999 2000
Housing

Housing has remained one of the stron gest sectorsof the
economy inthepast few years. Growth wasfu eled by ex cep-
tionally low mort gageinter est rates, sound eco nomic fun da-
mental ssuchasgrow ingem ploy mentandincome, andwealth
ef fectsfromrisingstock prices. Sev eral indi catorsof housing
activity reached expansion peaks in 1999. Much of this
strengthwascon centratedinthefirsthalf, andactivity moder-
ated through most of the rest of the year asmort gagein ter est
ratesin creased. Late in 1999, the pace of ac tiv ity picked up
again and that growth car ried for ward into 2000.

Sdles of new sin gle-family homes posted anew re cord in
1999 of 904,000. Thiswasabout 2 per cent higher thanthetotal
in 1998, when new home salesrose by al most 10 per cent. Re-

sales of ex ist ing homes also reached a new re cord last year,
climbing4.5per centabovethe1998total to5.2mil lion.Home

saleswere stron gest dur ingtheearly part of 1999, af ter which
thesell ing paceslowed. Rising mort gagein ter est rateswere
largely responsi blefor thedecreasingdemand.

Theex traor di nary level of home saleslast year led to afur-
ther increase in the number of homeowners. The
homeownershiprateroseto 67.0 per centinthefi nal quar ter of
1999, an dll-timere cord.

Con struc tion of new housing unitsroseto 1.66 mil lionin
1999, the highest annual total since 1986. Starts of
multi-family units declined slightly while starts of sin-
gle-family homes rose amost 5 percent o a 21-year peak.
Constructionwasstrongestinthefirst quar ter of 1999, boosted
by an unusually mild winter. Starts tapered off during the
spring and summer but surged again late in the year. That
strength per sisted early in 2000.

Federal budget

After 28 years of consecutive ddficits, the Federa budget
posted asecondstraight sur plusinfiscal 1999. Thefiscal 1999
sur pluswas $124 hil lion, morethan $55 bil lion abovethe sur-
plusin fiscal 1998. These back-to-back surpluses, the first
since 1956 and 1957, resulted in anearly $140 bil lion reduc-
tion in the amount of Fed eral debt held by the public. Strong
eco nomicgrowth and passageof def i citreduction programs
resultedin these bud get sur plusesand asteady declineinthe
def i cit sincetheall-time high of $290 bil lioninfiscal 1992.

Since 1992, the growth of Federd outlays was contained
whilereceiptswereboosted by therapid ex pansioninjobsand
incomeand capi tal gains. Infiscal 1999, receipts rose by a
healthy 6.1 per cent, al thoughthiswaslessthanthe 9.0 per cent



increaseinfiscal 1998andtheslow estsince1993. A declinein
net cor poratetax pay mentsof 2.1 per centwasmainly responsi-
blefortheslow down. Growthinindividual tax receiptsmoder-
atedaswell. Growthinoutlayswasheldto 3.0 per cent, slightly
lessthantheincreaseinfiscal 1998. OutlaysinrelationtoGDP
dipped to 18.7 percent in fiscal 1999, thelow estratio in 25
years.

Net national saving and investment

Net national saving averaged 7.4 percent of net national
prod uct (NNP) in the first three quar ters of 1999. This was
about the same asthe 7.5 per cent for all of 1998. (Net sav ing
andNNPex cludedepreci ationtoreplacewornout or obsolete
equipment, software and
structures used in produc-
tion.) These saving rates are
nearly dou blethepost-World
War Il low of 3.9 percent

Net National Saving
(Saving as a percent of NNP)
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The Administration’s"Fisca Y ear2001Budget” forecasts
that sur pluseswill continue. By di recting thesur plusestoward
continueddebt reduction, firmingthelong-runsol vency of Se
cial Security and Medicare, and making investments that
would en hancethe eco nomic ex pan sion, the present $3.6 trit
lion debt held by the pub lic is pro jected to be paid off com
pletely by 2013.

Since1992, pri vate sav ing hasdeclined asasharp decrease
in house hold sav ing hasmorethan off set againin cor porate
saving.Increasedwealth, gener ated by asurging stock mar ket,
isanimportantfactor in the reduced desireof householdsto
saveout of cur rentin come. Inthefirst three quar tersof 1999,
per sonal sav ing wasequiv alent to only 2.1 per cent of NNP,

downfrom 7.4 per centin1992.
Growthof cor porateprof its,on
the other hand, lifted net cor po
rate sav ing from 2.2 per cent of
NNP in 1992 to 3.3 percentin

reached in 1992 and 1993. 15 1999

The Federa budget’s swing Total Net domesticinvestment (b

from large deficits into sur- 104 & Gov ernment and pri vateind(us)r/
plus ha; more than ac counted try in structures, equipment,
forthelmprove_:ment. Asare software and inventory) in-
sult, the public sector has 5 creased. It rose from 5.2 per-
moved from dissaving equiv et A ,' | cent of NNP in 1991 to 9.5
aIenttoS.4percentofNNPm 0 e R - percent in both 1998 and the
1992 to sav ing of 2.0 per cent ML - R first three quar ters of 1999. In-
through the first three quar- i Public —V . \ Aed’ \ ,"' vestorsfrom abroad fi nanced a
ters of 1999. Despite the 5 b large portion of this invest
prog ress, net sav ing still re ment. U.S. net foreign invest
mainswell below the12per -10 ment swung from +0.3 per cent
cent of NNP averagedinthe 60 65 70 75 80 85 90 95 o0 OfNNPin1991to-3.7 percent

1960s.

in 1999.

Note: 1999 based on first three quarters.



